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Today y s Agenda 


• Point to some puzzling macro facts about 
performance of the US economy in the 
1990s and 2000s 

• Argue that changes in the labor market 
associated with decline of unions help 
explain these facts 

• Note that macroeconomic policy makers in 
1980s and 1990s did not develop a clear 
model linking macro facts to labor market 
changes 

• Argue that a “competitive” labor market is 
in fact monopsonistic 

• Argue that monopsony, combined with 
downward wage rigidity, has a stabilizing 
effect on macroeconomy 

• Point to some costs imposed by monopsony 




Puzzling facts about the 1990s 
and early 2000s in the US 


Chart 1 : New Weekly State Claims for Ul as Percent of Covered 

Employment 
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Low layoffs in recession 



Puzzling facts about the 1990s 
and early 2000s in the US 



Low layoffs in recession 
floating now at around 
400,000 per week 



Puzzling facts about the 1990s 
and early 2000s in the US 


Appendix Chart A3: Unemployment Rate (Percent) and 
Average Duration of Unemployment (Weeks) 
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Achievement of very low 
unemployment rate by end of the 

1990s 



Puzzling facts about the 1990s 
and early 2000s in the US 



Relatively mild increase in 
unemployment in recession. 

Rate seems to have stabilized at 
around 6%. 



Puzzling facts about the 1990s 
and early 2000s in the US 



Duration of unemployment still 
below peak level following 1990s 

recession 



Puzzling facts about the 1990s 
and early 2000s in the US 



Consumer spending holds up well 
in recession despite stock market 
slump, terrorist attacks 



Puzzling facts about the 1990s 
and early 2000s in the US 


Chart 2: Index Ratios: Union Wage to Average Wage and Union 
Membership to Production and Nonsupervisory Employment: 
Private Nonfarm Sector 



Long decline in unionization 
and union wage premium 
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Puzzling facts about the 1990s 
and early 2000s in the US 


Chart 3: Work Stoppages Involving 1,000 or More Workers 
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Decline in Strike Activity 




40 

35 

30 

25 

20 

15 

10 

5 

0 


Puzzling facts about the 1990s 
and early 2000s in the US 


Chart 4: First-Year Union Wage Settlements (Percent Change) and 
Percent of Contracts with Freezes or Cuts in the First Year 



After major union wage concessions in 
the 1980s, low union settlements and 
continued flow of new concessions 



Puzzling facts about the 1990s 
and early 2000s in the US 


Appendix Chart A2: Pay Inflation Measured by 
Employment Cost Index 



Low wage inflation despite low 
unemployment 



Puzzling facts about the 1990s 
and early 2000s in the US 



Low wage inflation seems to 
have stabilized at around 4 % 



Puzzling facts about the 1990s 
and early 2000s in the US 


Appendix Chart A1 : Price Inflation Measured by 
Consumer Price Index for All Urban Consumers 



Low price inflation despite low 
unemployment 



Puzzling facts about the 1990s 
and early 2000s in the US 



Core price inflation seems to 
have fallen during recession 



Puzzling facts about the 1990s 
and early 2000s in the US 



Activist monetary policy 
although official monetary 
ideology changes over time 



Labor and Macro ? 










Labor and Macro ? 




Did the labor 
market shape the 
“new economy” of 
the 1990s or was 
it computers and 
the Internet? 





Labor and Macro ? 





Did the labor 
market shape the 
“new economy” of 
the 1990s or was 
it clever fiscal and 
monetary policy? 






Labor and Macro ? 




Did the labor 
market shape the 
“new economy” of 
the 1990s or was 
it “globalization”? 






Labor and Macro ? 




Did the erosion of 
unions and 
employer 
ascendancy in the 
US influence the 
new economy of 
the 1990s? 







Labor and Macro ? 



Did the labor 
market of the new 
economy produce 
Weitzman effects 
without actual 
implementation of 
Weitzman’s 
proposal? 






Labor and Macro ? 



If union decline 
and employer 
ascendancy 
played a role, 
what were the 
costs? 




Labor and Macro ? 




“I’ve got to ask the boss for a raise 
i tomorrow. Hqw does this look?" 


How did those 
making US macro 
policy interpret 
union-sector 
developments? 
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Labor and Macro ? 




“I’ve got to ask the boss for a raise 
i tomorrow. Hqw does this look?" 
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Not really 
addressed yet: 
What implications 
does US experience 
have for other 
countries? 
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Labor and Macro ? 





“I’ve got to ask the boss for a raise 
i tomorrow. Hqw does this look?" 
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Key proposition : 

Labor markets 
with monopsony 
produce macro 
benefits, albeit at 
a cost 






History of US Wage Determination 
and Macroeconomic Policy 




• The 1930s and 
1940s 

• The 1950s 

• The 1960s 

• The 1970s 

• The 1980s 




History of US Wage Determination 
and Macroeconomic Policy 




Growth of 
unions 

Wartime 

wage-price 

controls 




History of US Wage Determination 
and Macroeconomic Policy 




European 
“incomes policies” 

Eisenhower era: 
Concerns about 
wage impact on 
inflation 






History of US Wage Determination 
and Macroeconomic Policy 




Notion of 
shifting the 
Phillips curve 

Kennedy- 
Johnson era: 
Wage-price 
guideposts 




History of US Wage Determination 
and Macroeconomic Policy 




Notion of the 
“natural rate of 
unemployment” 
later termed the 
NAIRU 

Nixon era: Wage- 
price controls 




History of US Wage Determination 
and Macroeconomic Policy 




Ford era: WIN 
program and 
Council on Wage 
and Price Stability 

Carter era: Wage- 
price guidelines and 
proposal for tax- 
based incomes 
policy to fight 
“stagflation” 




History of US Wage Determination 
and Macroeconomic Policy 



• Paul Volcker begins 
monetarist policy at 
the Federal Reserve 

• Reagan 
administration has 
conflicts with unions 
but also generally 
followed monetarist 
model 








US Macro Policy 
Institutions 


• Fiscal policy: President and 
Congress 

- Hard to implement on a timely basis 

- Reagan-era belief in supply-side tax 
cuts reduced scope for fiscal activism 

- Major dispute within Reagan 
administration between supply-siders 
and other advisors 


• Monetary policy: Federal Reserve 


- Board of Governors 




Federal Open Market Committee 
Key influence of Fed chair 
Quick implementation 





Note : The Weitzntan “Share Economy” 
Proposal of the 1980s 


“The best idea 
since Keynes” 

New York Times 

• Modify wage-setting institutions 

• Move from fixed wage to programs 
such as profit sharing, revenue sharing, 
or gain sharing 

• Lower marginal cost of labor, thus 
increasing labor demand 

• Create a chronic labor shortage and 
lower unemployment 

• Stabilize economy since employers 
would “lay off’ vacancies before they 
laid off real workers 

• Much discussion among academic 
economists; no change in US policy 




Methodology: Federal Reserve 

Policy 



Federal y 
Open 
Market 
Committee 






Federal Reserve Policy 



Federal y 
Open 
Market 
Committee 


CHAIRMAN GREENSPAN. You realize 
that the labor unions would say 
that was awful: you say it's 
wonderful . 


MR. SYRON. That's right , but we 
are not in an AFL-CIO meeting . 
And they have a little different 
view than we do on what is 
considered wage inflation as 
well . 


Federal Open Market Committee 




Federal Reserve Policy 



Federal y 
Open 
Market 
Committee 


Canary in the coal mine 
interpretation: When the bird 
stops singing, inflation is dead 
or dying. 







Methodology: Administration 

Policy 




Murray 

Weidenbaum 





Administration Policy 


• Eschew any return to wage- 
price controls or guidelines 

• “Monetarist” thinking leads 
to discounting of any special 
union effect on inflation 

• Labor market actions not seen 
as macro oriented 

• PATCO 

• Aerospace negotiations 






Administration Policy 



Economic 

Report 

of the 

President 

I mi iwwd in ltd i untint 

Wwnnr 20W 




After 1996 





Reagan Fires Air Traffic 
Controllers: 1981 



Volcker thought it was 
significant 




Nonunion Monopsony 


• Tacit (or overt) collusion 

• Labor flow model along 
David Card- Alan Krueger 
lines 

• Possible link to downward 
nominal wage rigidity 
(twin of European hiring 
argument) 

• Note : Assumed 
“norm” in 1930s 

(Wagner Act 
earlier) 



I’ve got to ask the boss for a raise 
tomorrow. How does this look?” 



Monopsony , not demand=supply, 
is norm for “competitive” 

( nonunion ) labor markets 


Figure 1 : Turnover Rate 


Figure 2 : Turnover Number 
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Figure 3 : Hiring Function 
Number 



Wage 


Figure 4 : Steady State 
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Monopsony , not demand=supply, 
is norm for “competitive” 

( nonunion ) labor markets 


Figure 5: Monopsony With Demand Decline 



Add wage nominalism (downward 
wage rigidity) to monopsony model 


Paradox 



Downward nominal wage 
rigidity stabilizes employment 

(within a range) 



Monopsony , not demand=supply, 
is norm for “competitive” 

( nonunion ) labor markets 


Figure 6 : Union Wage Setting With Demand Decline 




Monopsony Implications 


• Better macro performance 
( Weitzman without Weitzman ) 
but . . . 


• Reduced employee voice 

• Questions of effect on income 
distribution and inequality 


• Issue of whether employment 
relationship is really a mutual 
bargain 


- Reduced coverage of health 
insurance and defined-benefit 
pensions 


- More contingency 




Percent of Income Going to 
Top 5% and Top 20% of Households 
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The number of uninsured Americans increased by 36% 
during the last decade 




Uninsured 


Employment 



Source: William S. Custer “Health Insurance 
Coverage and the Uninsured,” Health Insurance 
Association of America, 
http://www.hiaa.org/pubs/custerreport.pdf 



Erosion of Defined- Benefit 
Pension Plans in 1980s 
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Source: www.dol.gov/pwba/programs/opr/bluebook/b_.htm 



Monopsony Implications 

• Lessons for unions: 

Reconsideration of 
Weitzman share approach 
in the context of collective 
bargaining 

• Lessons for other regions 
(to be addressed): 

-East Asian countries? 
-EU countries? 
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